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On September 21, the House passed H.R. 2926, legidation providing billions of dollars of
financid relief to the arline industry from the September 11 terrorigt attack. Unfortunately, H.R. 2926
was rushed through the legidative process without any independent assessment of the actual losses
incurred by air carriers or consderation by the relevant committees. And it was considered on the
House floor under arule that prohibited any amendments and limited debate to one hour.

Although | support the well-meaning intentions that motivated H.R. 2926 and the paramount
need to provide aid to the victims of the September 11 tragedies, | oppose this fundamentaly flawed
bill and want to take afew minutes to explain my reservetions.

H.R. 2926 fails to address essentia measures, such as airline security and assistance to
displaced workers, but includes numerous provisions with cost ramifications that have not been
congdered carefully. While the bill provides specificdly for $15 billion in relief to the arlines, the find
cost of the bill could easily be far higher. Further, the bill establishes a compensation scheme for victims
that could commit federal taxpayersto pay more to the families of deceased Wall Street executives than
to the families of the firefighters who logt tharr livestrying to rescue others. This may well be apolicy
choice that Congress would have ultimately made, but it is not a policy choice or precedent that
Congress carefully considered or even debated.

No Provisons to Improve Airline Security

The mogt important eement of an arline rdief bill isimproving arline security. Unlessarline
security isimproved, any airline baillout may fail. No maiter how many hbillions of taxpayer dollars are
given to the airlines, no arline can Say aloat if Americansrefrain from flying.

Unfortunately, the bill contains no funding for airline security measures. It dso contains no
provisons to enhance security, such as making airline security afederd responsbility. The legidation
thus does little to assure Americans that flying will be safe again.

Therationdefor failing to address arline security is that airline security should remain an arline
respongbility and should not be “federdized.” But thisis exactly the same reasoning thet is responsible
for our current, deeply flawed system of arline security. In past years, the airline industry has resisted
implementing siringent security mesasures on the grounds that the costs are prohibitive. Asrecently as
the week following the September 11 attacks, an Alaska Airlines executive testified that he believed
Americans would be unwilling to pay athree-dollar surcharge on their airline tickets to fund security
measures.

No Support for Displaced Workers




In the aftermath of the September 11 attacks, airlines reportedly have aready laid off over
100,000 workers, and some airlines are refusing to honor the standard severance provisions of their
labor contracts. H.R. 2926, however, provides no rdief whatsoever for these workers and their
families. It contains no funds for laid-off workers who now lack hedth insurance. It contains no
assstance for job-training that would help these workers find new employment. And it contains no
funds to help support laid-off workers and their families during the search for new employment.

At the same time that the legidation ignores the needs of laid-off workers, the bill protects
arline executives who earn millions of dollarsin compensation. The legidation provides that to qudify
for loans, arlines must freeze current executive compensation a 2000 levels for two years and limit
severance pay to twice that amount. This means that airline CEOs can continue to earn astronomical
salaries and receive multi-million dollar severance packages.

Airlines do not haveto limit executive sdlaries & al to qualify for the other benefits provided in
the legidation, such asthe $5 billion in grants awarded by the bill, the limits on ligbility, and the potentia
federal payment of increased arline insurance premiums.

Excessve Relief for the Airline Indusiry

The airlineindustry deserves federd support after the September 11 attacks. But | am
concerned that the leve of rdlief in the bill may go beyond whet is reasonable.

After the September 11 attacks, the Federal Aviation Administration grounded al airplanes for
two days and gradually resumed service thereefter. This order caused a cash crunch for the airlines.
They could take in no revenue during the shutdown, but remained responsible for many fixed costs.
Airlines estimated that these losses amounted to $330 million per day. Theairlines strongest caseisfor
federd relief to compensate them for thisloss. (It should be noted, however, that even without a
federd order, the airlines -- which had the primary respongbility for safety -- would have likely hated
flights until new safety procedures were in place.)

But the legidation provides many other forms of relief. The rationde for this additiond relief is
tenuous a best. There was no independent review of the need for these transfers of billions of dollars
from federd taxpayersto the airlines.

$5 Billionin Grants Under the legidation, $5 billion in grants are available to the airlines that
can be used to offset any future losses between now and the end of the year that are attributable to the
attack. Many other types of businesses will have downturns in revenues resulting from the attacks, but
only the arlineindustry islikely to receive this specid relief. Moreover, the bill provides minima
guidance on how the airlines are to cadculate the losses. For example, the bill |eaves open the possibility
that an airline could choose to reduce its flights between now and the end of the year, lay off thousands
of workers, but il obtain a subgstantia amount of the profit it would have redlized hed it flown afull




schedule.

$10 Billion in Loan Guarantees. The bill aso provides $10 billion in federa |oan guarantees.
This measure was rushed through the legidative process without a reasoned examination of the need for
this component in light of other relief provided by the package. Even the Adminigration initidly
opposed inclusion of this measure. In a September 20 hearing before the Senate Banking Committee -
- just one day before enactment of the bill -- Treasury Secretary Paul H. O’ Nelll testified that if
Congress approved the Administration’s $5 hillion grant proposd, “the idea of 10oan guarantees makes
no sense.”

Federd Payment of Insurance Premiums. The bill dlows the government to pay increases on
insurance premiums for the arline industry, as well asfor any vendors, agents and subcontractors of
arlines, from an exiding federd airline insurance fund. The rationde for this provison is difficult to
understand, particularly snce other provisonsin the bill limit arline liability for the September 11 attack
and future terrorigt attacks. But the costs are potentialy enormous, as the provision covers not only
arlines, but abroad range of related entities. The exigting insurance fund contains only $83 million, but
it islikely that the cogts of increased premiums would substantialy exceed that amount. Thus, to cover
this cog, the federal government would have to appropriate additiona money for the insurance fund.

Further, making the federa government responsible for any premium increases provides a
disncentive for the insurance industry and the airlines to negotiate low premium costs.

Problematic Victim Compensation Scheme

The legidation contains provisions to provide federad compensation to the victims of the
September 11 attacks. | strongly support this humanitarian gesture, but | have questions about the
details of the victim compensation scheme, and whether Congress has adequately considered the
implications of this provison.

The bill providesthat a Specia Master should use atort mode to determine the extent of
compensation to individuas, basing compensation in part on the “economic” losses suffered, which
includes the “loss of earnings or other benefits rated to employment” of the victim. This modd makes
sense when a defendant has been held responsible for awrongful desth. But when the compensation is
being provided by the federd taxpayer, it may result in inequities.

Asagovernment, we should not vaue the life of aWall Street executive more than the life of a
firefighter, secretary, or janitor. But under a dtrict application of the tort model, Wall Sireet executives
with large incomes would have greater “economic” damages and hence would be entitled to larger
federa payments than firefighters, secretaries, or janitorswho aso lost their lives.

The language in this area of the bill provides the Specia Master with some discretion, and |



hope the Specid Master will use this discretion to ensure that the victim compensation is administered
farly. But | regret thet the haste in which this legidation was put together made refining the victims
compensation provisonsimpossble.

There is a second important question that Congress didn’t address. Should the compensation
system in this bill be the modd for future victims of terrorist acts or naturd disasters? Past victims of
terrorist attacks have not received the generous compensation amounts H.R. 2926 envisons. Apart
from the obvious fairness question of how best to give victims and their families Smilar compensation,
there are cost considerations that Congress did not evauate if the model in H.R. 2926 isto be used in
future cases.

In short, compensation to the victims of the September 11 tragediesis appropriate and
important. H.R. 2926, however, fails to thoughtfully address:

» How to alocate compensation among victims killed or injured on September 11;
»  Whether past victims of terrorist attacks should be smilarly compensated;

o Whether the compensation system will be amodd for future victims,

» The edtimated aggregate cost of this compensation system;

» How federal compensation will be coordinated with other compensation that the victims and
their families will receive from charitable funds and other sources.

Unknown and Potentidly Significant Cost Ramifications

In addition to the problems described above, the legidation aso has another provision that
could end up costing the federd taxpayer billions of dollars. The bill dlows the Secretary of
Transportation to determine that an air carrier is not ligble for clams regarding |osses suffered by third
parties above $100 million in the aggregate arising from any terrorist acts that occur in the 180-day
period following the enactment of the bill. Where the Secretary makes this certification, the government
isrespongible for ligbility above that amount. In the event of another airline-related tragedy or tragedies
resulting from terrorigt acts, this provison potentialy could result in the expenditure of many billions of
additiona government funds,

Lack of Independent Review

The many subgtantive problems with the airline relief bill are the result of a defective process.
Although the bill commits federd taxpayers to providing tens of billions of dollarsin reief, there was no
meaningful opportunity for review of the merits of the legidation by independent experts without a stake



in the outcome.

In particular, Congress erred by not adequatdly involving the Genera Accounting Officein
review of thislegidation. Nonpartisan and independent, GAO specidizesin evauating expenditures of
federd programs. Y et Congress made no request for aforma GAO andyss before enacting the bill.

Conclusion

H.R. 2926 reflects a commendable and understandable response to a heart-breaking national
tragedy. Unfortunately, the process used to draft the legidation prevented the careful review that is
needed to ensure the bill is an effective and fair response to terrorist acts.

By omitting any provision dedling with airline security or compensation for displaced workers,
this legidation unwisdy focuses just on responding to the immediate needs of the mgor airlines. That
need is unquestionably urgent, but addressing it without resolving other urgent problemsis amistake.

H.R. 2926 received o little scrutiny that it’simpossible to assess how much the bill will cost
federd taxpayers. At aminimum, thislegidation will obligate the federd government to provide $15
billion in financid assstance, but the actua costs could be far higher. And if this bill becomes amode
for other affected industries or future victims of terrorist attacks, the total costs could multiply rapidly.

In the aftermath of the September 11 attacks, our nation has learned to put a premium on the
vaue of shared sacrifice.

Shared sacrifice was embodied by the firefighters who charged into the World Trade Center to
rescue people they never met and who died in the effort. Shared sacrifice, we're told, is over 100,000
workerslosing their jobs in the airline industry, and many being denied promised severance benefits.
And shared sacrifice will be exemplified in the commitment of the men and women in our armed
serviceswho are being sent into battle.

But under H.R. 2926, we have found there are limits to shared sacrifice. This bill asksfor no

sacrifices from those who earn millionsin the arlineindugtry. To the contrary, it dlows arline
executives to continue to earn millions of dollarsin salary and compensation, while at the same time
imposing no new security responghilities on the airlines and providing no relief to laid-off workers.

That isinexcusable.
Congress and the Bush Adminigtration are going to have to respond to unexpected demands

and urgent needs in the coming months. It isessentia that our legidative responses be thoughtful,
carefully responsive to actud problems, and effective.



Given the hagtein which it was considered, H.R. 2926 likely fallsthese tests. We can do better
in future chalenges, and we owe it to our nation to do better.



